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5. Collect, disclose, disseminate, or otherwise use anonymous data for governmental

purposes.

e. Without limitation, this privacy policy does not enlarge or limit any existing or future

privacy policies of sellers in Model 1.

ARTICLE IV
SELLER REGISTRATION
400 SELLER PARTICIPATION

a. In order to simplify the seller registration process, the member states will provide an

online registration system that will allow sellers to register in all the member states.

b. By registering, the seller agrees to collect and remit sales and use taxes for all taxable
sales into the member states, including member states joining after the seller’s
registration. Withdrawal or revocation of a member state shall not relieve a seller of its
responsibility to remit taxes previously collected on behalf of the State.

c.. In r.némbe.r' states'where the seller has a re;quifement to register prior to registering undef
this Agreement, the seller may be required to provide additional information to complete

the registration process or the seller may choose to register directly with those states.

d. Registration with the central registration system and the collection of sales and use taxes in
the member states will not be used as a factor in determining whether the seller has nexus

with a State for any tax.
402 AMNESTY FOR REGISTRATIONS
a. Subject to the limitations stated below in this section and the following sections:

1. A State participating in the Streamlined Sales and Use Tax Agreement will provide

ammnesty for uncollected or unpaid sales and/or use tax to a seller who registers to pay
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and/or to collect and remit applicable sales and/or use tax on sales made to purchasers in
the State in accordance with the terms of the Agreement, provided that the seller was not
so registered in that State in the twelve-month period preceding the commencement of

the State’s participation in the Agreement.

2. The amnesty will preclude assessment for uncollected or unpaid sales and/or use tax
together with penalty or interest for sales made during the period the seller was not
registered in the State, provided registration occurs within twelve months of the effective

date of the State’s participation in the Agreement.

3. Amnesty similarly will be provided by any additional State that joins the Agreement

after the seller has registered.

b. The amnesty is not available to a seller with respect to any matter or matters for which the
seller received notice of the commencement of an audit and which audit is not yet finally

resolved including any related administrative and judicial processes.

¢. The amnesty is not available for sales and/or use taxes already paid or remitted to the State

or to taxes collected by the seller.

d. The amnesty is fully effective absent the seller’s fraud or intentional misrepresentation of a
material fact as long as the seller continues registration and continues payment and/or
collection and remittance of applicable sales and/or use taxes for a period of at least thirty-six
months. The statute of limitations applicable to asserting a tax liability is tolled during this

thirty-six month period.

e. The amnesty is applicable only to sales and/or use taxes due from a seller in its capacity as

a seller and not to sales and/or use taxes due from a seller in its capacity as a buyer.

f. A State participating in the Agreement may allow amnesty on terms and conditions more

favorable to a seller.

404 METHOD OF REMITTANCE

When registering, the seller may select one of the following methods of remittances or other
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method allowed by state law to remit the taxes collected:

a. MODEL 1 Seller selects a Certified Service Provider (CSP) as an agent to perform all the
seller’s sales or use tax functions, other than the seller’s obligation to remit tax on its own

purchases.

b. MODEL 2 Seller selects a Certified Automated System (CAS) to use which calculates

the amount of tax due on a transaction.

¢. MODEL 3 Seller utilizes its own proprietary automated sales tax system that has been
certified as a CAS.

406 REGISTRATION BY AN AGENT

A seller may be registered by an agent. Such appointment must be in writing and submitted to a

member state if requested by the member state.

ARTICLE V

- PROVIDER AND SYSTEM CERTIFICATION

500 CERTIFICATION OF SERVICE PROVIDERS AND AUTOMATED SYSTEMS

a. In order to facilitate the provisions of this Agreement, the member states acting jointly
will certify automated systems and service providers to aid in the administration of sale

and use tax collections.

b. The member states acting jointly may certify a person as a Certified Service Provider if

the person meets all of the following requirements:

1. The person uses a Certified Automated System

31



10
11
12

13
14

15

16
17

18

19

20
21
22
23

24

The person integrates its Certified Automated System with the system of a seller
for whom the person collects tax so that the tax due on a sale is determined at the

time of the sale.

The person agrees to remit the taxes it collects at the time and in the manner

specified by the member states.
The person agrees to file returns on behalf of the sellers for whom it collects tax.
The person agrees to protect the privacy of tax information it obtains.

The person enters into a contract with the member states and agrees to comply

with the terms of the contract.

c. The member states acting jointly may certify a software program as a Certified

Autorated System if the member states determine that the program meets all of the

following requirements:

1.

It determines the applicable state and local sales and use tax rate for a transaction,

based on the uniform sourcing provision established under the Agreement.

1t determines whether or not an item is exempt from tax.

It determines the amount of tax to be remitted for each taxpayer for a reporting

period.

It can generate reports and returns as required by the member states.

. It can meet any other requirement set by the member states.

d. The member states acting jointly may establish one or more sales tax performance

standards for multistate sellers that meet the eligibility criteria set by the member states

and that developed a proprietary system to determine the amount of sales and use tax due

on transactions.
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ARTICLE VI

MONETARY ALLOWANCES FOR NEW TECHNOLOGICAL MODELS FOR SALES
TAX COLLECTION

600 MONETARY ALLOWANCES FOR CSPs AND SELLERS

This Article addresses the monetary allowances to be provided by a member state to 2 CSP in
Model 1 or to a seller in Model 2 or Model 3 for implementing new technological models. These
allowances shall be subject to review by the member states as the efficiency of technology
improves and economies of scale_arise from increasing transaction volumes processed through
these systems. The non-monetary benefits that accrue to all sellers that participate in the
Agreement are addressed in other sections. These non-monetary benefits include limitations on
the assessment of back taxes, reduced audit scope, uniform returns, and other methods of tax

compliance simplification.
602 MONETARY ALLOWANCE UNDER MODEL 1

a. The member states agree. to pmv1de a monetary. allowance to a CSP in Model 1.in accordance
with the terms of the contract the member states sign with the CSP. The details of the menetary |
allowance are provided through the contract process. The allowance will be funded entirely from

money collected in Model 1.

b. The member states anticipate a monetary allowance to a CSP to be one or more of the

following incentives:
1. A base rate that applies to taxable transactions processed by the CSP.

2. For a period not to exceed twenty-four (24) months following a voluntary seller’s
registration through the Agreement’s central registration process, a percentage of
tax revenue generated for a member state by the voluntary seller. "Voluntary
seller" means a seller that does not have a requirement to register to collect the tax
for a member state.
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604 MONETARY ALLOWANCE FOR MODEL 2 SELLERS

The member states initially anticipate that they will provide a monetary allowance to sellers

under Model 2 based on the following:

a. All sellers shall receive a base rate for a period not to exceed twenty-four (24) months
following the commencement of participation by a seller. The base rate will be set after the base
rate has been established for Model 1. This allowance will be in addition to any discount

afforded by each member state at the time.

b. The member states ant1c:1pate a monetary allowance to a Model 2 Seller based on the

' fellowmg

1. For a period not to ex&eed'__h&entymfon: (24) months following a voluntary seller’s
registration through the A.greeﬁmnt’s central registration process, a percentage of
tax revenue generated for a member state by the voluntary seller. "Voluntary
seller” means a seller that does not have a requirement to register to collect the tax

for a member state.

2. Fellowmg the conclusion of the twentymfour (24) month penod a seller will oniy
i be entltled 1:0 a vendor dzscoum‘. afforde.d under each member state’ s law at the

time the base rate expires.

606 MONETARY ALLOWANCE FOR MODEL 3 SELLERS AND ALL OTHER
SELLERS THAT ARE NOT UNDER MODELS 1 OR 2

The member states antiéipate that they will provide a monetary allowance to sellers under Model

3 and to all other sellers that are not under Models 1 or 2 based on the following:

1. For a period not to exceed twenty-four (24) months following a voluntary seller’s
registration through the Agreement’s central registration process, a percentage of
tax revenue generated for a member state by the voluntary seller. "Voluntary
seller” means a seller that does not have a requirement to register to collect the tax

for a member state.
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2. Vendor discounts afforded under each member state’s law.

ARTICLE vl1
STATE ENTRY AND WITHDRAWAL
700 ENTRY INTO AGREEMENT

Any State may apply to become a party to this Agreement by executing an adopting resolution
and specifying the proposed date of entry. The applying State shall agree to abide by all terms,
conditions, and requirements of the Agreement, adopt the Uniform Sales and Use Tax
Administration Act, and provide certification of compliance with the terms of the Agreement
along with its adopting resolution. A copy of the adopting resolution and the certification of
compliance shall be provided to each member state for the purpose of obtaining the required

endorsement.
702 CERTIFICATION OF COMPLIANCE

The certification of compliance shall document comphance with the prov:swns of this

'Agreemem and cite: apphcab}e statutes reguiatlons or “other authonues suppertmg such

comphance Each member state shall maintain and make the instrument available for public

mspection.
704 INITIAL ADOPTING STATES

This Agreement shall become effective when five (5) states have completed the prescribed
adopting resolution. An initial state shall be approved by being found in compliance with the

requirements of this Agreement by a vote of three-fourths majority of the other initial states.
706 CONDITIONS FOR MEMBERSHIP

The member states shall vote whether the petitioning state is in compliance to accept its petition
for membership. A three-fourths vote of all the member states is required. A State is in
compliance if its laws, rules or regulations, and policies are consistent with this Agreement and
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do not substantially deviate from the requirements set forth in this Agreement. Public notice and

opportunity for comment will be given before a State is allowed to participate in the Agreement.
708 AGREEMENT ADMINISTRATION

The member states must organize to govern compliance of each State participating in the
Agreement and take other actions as may be necessary to administer and implement the
provisions contained herein. The member states acting jointly must appoint an advisory council
to consult with in the administration of the Agreement and on issues of individual state
compliance. Members of the advisory council shall include representatives from business and

any other interested persons.
710 WITHDRAWAL OF MEMBERSHIP

This Agreement shall continue in full force and effect, after its original adoption, as to each State
until withdrawn by the proper officials of a State. Such withdrawal shall not be effective until the
first day of a calendar quarter after a minimum of sixty (60) days’ notice. Such notification shall
immediately be sent to the officials of the other member states of the Agreement. However,
withdrawal by one State shall not effect the Agreement among other states. Notwithstanding the
withdrawal, the obhgatxons mcurred by the withdrawing State shall survive .the withdrawal.

durmg its membershlp
712 EXPULSION OF MEMBER STATES

Any member state may request a resolution before the member states acting jointly to expel
another member state which is not in compliance with the terms of this Agreement. A resolution
expelling a member state from the Agreement shall require the affirmative vote of three-fourths
of the total member states, excluding the State that is the subject of the resolution. The member
state that is the subject of the resolution will not be allowed to vote. Failure of a member state to

vote shall be deemed a vote against the resolution of expulsion.

714 CONTINUED ROLE OF STREAMLINED SALES TAX PROJECT AND STATE
ADVISORY COMMITTEE

36



bR~ S - ¥ R U US  T

Pk et
Lo )

12

22

23

24

Until such time as this Agreement becomes effective pursuant to Section 704, it may be amended
by the Streamlined Sales Tax Project pursuant to Operating Rules adopted by the Project. After
this Agreement becomes effective pursuant to Section 704, all states that are participating
members of the Streamlined Sales Tax Project pursuant to the Operating Rules of the Project
shall become the State Advisory Committee to the member states. This Committee shall continue
the work of the Streamlined Sales Tax Project and shall provide mput to the member states on
issues regarding the inclusion of additional states into membership. If additional states wish to
join the Committee, they may do so pursuant to the Operating Rules adopted by the Project or by
subsequent procedures adopted by the Comm1ttee A state may choose to cease to participate at
any tlme Any state that 1 13 nota member of the Commxttee may participate fully in the work of

the Commattee except that they shall not have the ne,h’t to vote.
The Pfoj ect and,.when effective, the Committee'shali work on the following issues:
1. The continued development of uniform definitions;
2. The development of a simpler, more uniform tax return;
3. The development of product codes; and
4. Other -iss'u:eggg-'.ag;;eéagpsﬁjgy’g-;;;;jisfsjfec"i-a@d the Committee.
716 EFFECTIVE DATE

This Agreement shall become binding and take effect upon the signing by five (5) states and
their respective filing of a Certificate of Compliance reflecting compliance with the provisions
hereof, including citations to applicable statutes, regulations or other authorities supporting such

compliance.

ARTICLE VIII

AMENDMENTS AND INTERPRETATIONS
37
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800 AMENDMENTS TO AGREEMENT

This Agreement may be amended, subject to approval, by three-fourths of the member states
acting through the officials thereof authorized to enter into this Agreement. Prior to the vote, the
member states acting jointly shall give public notice of the proposed amendment and opportunity

for public comment.
802 INTERPRETATIONS OF AGREEMENT

Matters involving interpretation of the Agreement may be brought before the member states
acting jointly by any member state or any other person. The member states acting jointly are
empowereé to issue an interpretation of the Agreeé:nent, subject to approval by a majority of the -
voting states. All interpretations issued under this section shall be published in an appendix to the

Agreement with footnotes under the appropriate sections of the Agreement.

ARTICLE IX
" RELATIONSHIP OF AGREEMENT TO MEMBER STATES AND PERSONS
900 COOPERATING SOVEREIGNS

This Agreement is among individual cooperating sovereigns in furtherance of their governmental
functions. The Agreement provides a mechanism among the member states to establish and
maintain a cooperative, simplified system for the application and administration of sales and use

taxes under the duly adopted law of each member state.
902 RELATIONSHIP TO STATE LAW

No provision of this Agreement in whole or part invalidates or amends any provision of the law
of a member state. Adoption of the Agreement by a member state does not amend or modify any
law of the State. Implementation of any condition of this Agreement in a member state, whether

adopted before, at, or after membership of a State, must be by the action of the member state. All
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member states remain subject to Article VI, State Entry and Withdrawal.
904 LIMITED BINDING AND BENEFICIAL EFFECT

a. This Agreement binds and inures only to the benefit of the member states. No person, other
than a member state, is an intended beneficiary of this Agreement. Any benefit to a person other
than a State is established by the laws of the member states and not by the terms of this

Agreement.

b. Consistent with subsection (a), no person shall have any cause of action or defense under the
Agreement or by virtue of a member state’s approval of the Agreement. No person may
challenge, in any action brought under any provision of law, any action or inaction by any
department, agency, or other instrumentality of any member state, or any political subdivision of

a member state on the ground that the action or inaction is inconsistent with this Agreement.

c¢. No law of a member state, or the application thereof, may be declared invalid as to any person
or circumstance on the ground that the provision or application is inconsistent with this

Agreement,

906 FINAL DETERMINATIONS

‘The determinations pertaining to this Agresment that are made by the member states are final

when rendered and are not subject to any protest, appeal, or review.

ARTICLE X

REVIEW OF COSTS AND BENEFITS ASSOCIATED WITH THE AGREEMENT

1600 REVIEW OF COSTS AND BENEFTTS

Representatives of the member states will review costs and benefits of administration and

collection of sales and use taxes incurred by states and sellers under the existing sales and use tax
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1 laws at the time of adoption of this Agreement and the proposed Streamlined Sales Tax System.
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APPENDIX A

STREAMLINED SALES AND USE TAX AGREEMENT

LETTER OF INTENT

WHEREAS, it is in the interest of the private sector and of state and local governments to
simplify and modernize sales and use tax administration;

WHEREAS, such simplification-and modernization will result in a substantial reduction in the
costs and cOmp}exity for sellers of personal property and services in conducting their commercial

enterprises,

WHEREAS, such simplification and modernization will also result in additional voluntary

compliance with the sales and use tax laws; and

WHEREAS such sxmphﬁcazmn and modermzatzon of sales and use tax admzmstraim is best

-fcanducted mn cooperaﬁon ané cmrdmaﬁor; wﬁh other states

NOW, the undersigned representative hereby executes this intent to sign the attached draft of
the Streamlined Sales and Use Tax Agreement upon enactment of the Uniform Sales and Use

Tax Administration Act.

NAME

TITLE

STATE OF
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NATIONAL CONFERENCE of STATE LEGISLATURES

The Forum for America’s Ideas

NCSL TASK FORCE

CONSIDERATION OF SSTP RECOMMENDATIONS

Pros

Option 1

Endorse for state consideration the Streamlined Sales Tax Project's
Uniform Sales and Use Tax Administration Act and the Streamlined
Sales and Use Tax Agreement as approved on 01/24/01

o The SSTP recommendations may provide the states with the best chance to
reduce and eliminate the complexities and the financial burden for remote vendors
to collect a state sales and use tax as were cited in the Bellas Hess and Quill
decisions (zero-burden)

Adoptzon ofithe Agreement and Act by enough states may nge states the -
epportumty to either have Congress grant to states mandatory collection authority
or bring a case back through the federal court system and overturn Quill.

» Continue the momentum gained by the SSTP
e Retains a united front of state groups in Washington working with the private
sector to show Congress that the states warrant mandatory collection authority.

e The Agreement as drafted contains provisions not necessary for the first phase
of implementing a Zero-Burden system that could lead to legislative defeats in the
states (ie: definition of food, selling price). Legislative defeats could potentially
implode the momentum of the streamline process and weaken states' argument to
Congress that the states can fix the problem without federal preemption.

e The Agreement as drafted does not allow enough flexibility to allow states
with more complex sales tax systems to join the agreement, thus impairing the
ability of the cooperating states to achieve a critical mass of population necessary
1o lure non-nexus vendors to voluntarily collect. (Single base and state rate)
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Option 1

Endorse for state consideration the Streamlined Sales Tax Project's
Uniform Sales and Use Tax Administration Act and the Streamlined
Sales and Use Tax Agreement as approved on 01/24/01

Page 2.

e The Agreement fails to provide enough time for states to phase into a total
streamlined sales and use tax collection system. The Agreement should begin
with addressing what states need to do simplify their systems to reflect remote
sales.

» The Project has not had enough time to fully develop politically sustainable
options to difficult questions such as governance and vendor compensation.

» Legislative failure in the states could hurt the states’ chances of ever
streamlining their sales tax systems as well impacting NCSL's credibility in future
endeavors.
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NATIONAL CONFERENCE of STATE LEGISLATURES

The Farum for America’s Tdeas

NCSL TASK FORCE

CONSIDERATION OF SSTP RECOMMENDATIONS

Option 2

Endorse an amended model act allowing states that pass it to construct a
new Interstate Agreement based on the criteria set forth in the Act. This

option would recognize the SSTP's Streamlined Sales and Use Tax

Agreement as an advisory document or as intellectual property from which

Pros

multistate discussions can begin.

» 'This option gets the proper decision-makers together (administrative and

_elected officials) at the table to strike the necessary compromise and flexibility

' -"between pure s;m;ahczty and the likelihood of a critical mass-of states enacting

streamlining legislation.

¢ Only those states that are serious and ready to make a commitment to
streamline their sales and use tax collection systems will enact this legislation. It
is these states of hopefully varying complexities, which should set the bar on
compliance with an interstate agreement.

» Legislators will not have to defend the specific provisions of a still evolving
Agreement, which could lead to legislative defeat in some states.

e Some of the unresolved issues in the SSTP's Streamlined Sales and Use Tax
Agreement are really policy issues which we should not expect technical and
administrative staff to resolve.

¢ The Streamlined Sales Tax Project has made clear that there will need to be
additional discussions and formulation of uniform definitions, requiring a second
round of legislative action. The process advocated in the new act would provide
the extra time that is needed to ensure that the interstate agreement is ready for
"primetime."



Option 2

Endorse an amended model act allowing states that pass it to construct a
new Interstate Agreement based on the criteria set forth in the Act. This
option would recognize the SSTP's Streamlined Sales and Use Tax
Agreement as an advisory document or as intellectual property from which
multistate discussions can begin.

Page 2.
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» By only passing an act, states that could pursue even the purest simplification
measures in the SSTP Agreement would be discouraged from acting without
having a reasonable expectation of what will be in the eventual interstate
agreement.
» There will not be an Agreement that is politically painless for all states and
still respond to the criticisms raised in the Bellas Hess and Quill decisions.
¢ To try to accommodate a larger number of states by re-crafting the agreement,
states are moving further away from a streamlined system that might form the
basis to convince Congress to grant mandatory collection to the states.
e Many of the difficult issues that represent problems in the current SSTP
Agreement will not get any easier with time such as the definition of food and
sales price, agreement governance and vendor compensation,
‘e Notproceeding with-the SSTP's Streamlined Sales and Use Tax Agreement
could be perceived by opponents and Congress as proof that states do not have the
political will to make the tough decisions in simplifying their sales and use tax :
collection systems. .
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1 SIMPLIFIED SALES AND USE TAX

2 ADMINISTRATION ACT

3

4 OPTION 2

5

6 NCSL Draft - 01/26/01

; SECTION 1 TITLE

9

10 Section 1 through Section 11 shall be known as and referred to as the
11 “Simplified Sales and Use Tax Administration Act”.

12 |

13 SECTION 2 DEFINITIONS

14

15 As used in this act:

16 a. Agreement means the Zero-burden Sales Tax
17 Simplification Agreement.

8 b. """":Cefti'ﬁed{Aﬁtémaféd System” means software certified
19 jointly by the states that are signatories to the Interstate
20 Agreement to calculate the tax imposed by each
21 jurisdiction on a transaction, determine the amount of tax
22 to remit to the appropriate state, and maintain a record of
23 the transaction.
24 c “Certified Service Provider” means an agent certified
25 jointly by the states that are signatories to the Interstate
26 Agreement to perform all of the seller’s sales tax

functions.

]
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d. “Person” means an individual, trust, estate, fiduciary,
partnership, limited liability company, limited liability
partnership, corporation, or any other legal entity.

e. “Sales Tax” means the tax levied under (CITE SPECIFIC

STATUTE).

f. “Seller” means any person making sales, leases or rentals

of personal property or services.

g. “State” means any state of the United States and the
District of Columbia. |

h.  “Use Tax" means the tax levied under (CITE SPECIFIC
STATUTE).

1. "Zero-burden Sales Tax Simplification Agreement"

means a voluntary interstate agreement established as a

result of multistate discussions authorized by this Act.

SECTION 3 LEGISLATIVE FINDING (OPTIONAL)

The (LEGISLATIVE BODY) finds that a simplified sales and use tax

system will reduce and overtime eliminate the burden and cost for all

vendors to collect this state's sales and use tax. The (Legislative Body)
further finds that this state should participate in multistate discussions to
formulate the terms of an interstate agreement to simplify and modernize
sales and use tax administration in order to substantially reduce the burden

of tax compliance for all sellers and for all types of commerce.
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SECTION 4 AUTHORITY TO PARTICIPATE IN
MULTISTATE NEGOTIATIONS

For the purposes of formulating an interstate agreement embodying the
simplification requirements as contained in Section 5 of this Act, the state
shall enter into multistate discussions. For purposes of such discussions, the
state will be represented by three delegates, one shall be designated by the
governor, and one by the presiding officer of the Senate and one by the
presiding officer of the (name legislative body.) At least one of the
legislative appointments shall be an elected member of one of the state's
legislative bodies.

1. The state shall enter multistate discussions at such

time that at least three states have enacted similar

provisions.

. SECTIONS  AGREEMENT REQUIREMENTS

The (STATE TAXING AUTHOQORITY) shall not enter into an “Interstate

Agreement” unless such agreement requires each state to abide by the

following requirements:

a. Simplified State Rate. The Agreement must set
restrictions to limit overtime the number of state rates.
b. Uniform Standards. The Agreement must establish
uniform standards for the following:
I. The sourcing of transactions to taxing

jurisdictions.

o



2. The administration of exempt sales.
3. The allowances a seller can take for bad debts.

4. Sales and use tax returns and remittances.

. Uniform Definitions. The Agreement must require states to

develop and adopt uniform definitions of sales and use tax
terms. The definitions must enable a state to preserve its
ability to make policy choices not inconsistent with the

vniform definitions.

. Central Registration. The Agreement must provide a

central, electronic registration system that allows a seller to
register to collect and remit sales and use taxes for all

signatory states.

. No Nexus Attribution. The Agreement must provide that

registration with the central registration system and the

collection of sales and use taxes in the signatory states will

" not be used as a factor in determining whether the seller has

nexus with a state for any tax.
Local Sales and Use Taxes. The Agreement must provide
for reduction of the burdens of complying with local sales
and use taxes through the following:
1. Restricting variances between the state and
local tax bases.
2. Requiring states to administer any sales and
use taxes levied by local jurisdictions within
the state so that sellers collecting and remitting
these taxes will not have to register or file

returns with, remit funds to, or be subject to
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independent audits from local taxing
jurisdictions.
3. Restricting the frequency of changes in the
local sales and use tax rates and setting
effective dates for the application of local
jurisdictional boundary changes to local sales
and use taxes.
4. Providing notice of changes in local sales and
use tax rates and of changes in the boundaries
of local taxing jurisdictions.
Monetary Allowances. The Agreement must outline any
monetary allowances that are to be provided by the states
to sellers or certified service providers for the purpose of
eliminating the cost to vendors to collect the appropriate
sales and use tax for each state.
State; Compliance.  The Agreement must require each
state to certify compliance with the terms of the
Agreement prior to joining and to maintain compliance,
under the laws of the member state, with all provisions of
the Agreement while a member.
Consumer Privacy. The Agreement must require each
state to adopt a uniform policy for certified service
providers that protects the privacy of consumers and
maintains the confidentiality of tax information.
Advisory Councils. The Agreement must provide for the
appointment of an advisory council of private sector

representatives and a separate advisory council



1 comprised of the representatives of the participating

2 states of the Streamlined Sales Tax Project to consult

3 with in the administration of the Interstate Agreement.

4 k. The Zero-burden Sales Tax Simplification Agreement

5 can only take effect when ten or more states substantially

6 comply with the provisions formulated and approved by

7 the multistate discussions authorized by this Act.

8

9

10 SECTION 6 AUTHORITY TO ENTER INTO
11 AGREEMENT

12 a.. Pursuant to Section 5, subsection k, the (STATE TAXING
13 AUTHORITY) shall notify in writing the presiding officers and
14 the chairs of the appropriate fiscal committees of the state
15 legislature that ten states have complied with the provisions of
16 S -thé'-Agféefﬁ-eﬁt. Upon the consent of the presiding offciers of
17 the legislature, the (STATE TAXING AUTHORITY) shall
18 enter into an Interstate Agreement with other states to simplify
19 and modernize sales and use tax administration in order to
20 substantially reduce the burden of tax compliance for all sellers
21 and for all types of commerce. In furtherance of the Agreement,
22 the (STATE TAXING AUTHORITY) is may act jointly with
23 other states that are members of the Agreement to establish
24 standards for certification of a certified service provider and
25 certified automated system and establish performance standards
26 for multistate sellers.

27
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b. The (STATE TAXING AUTHORITY) may adopt rules and

- regulations for the joint procurement, with other member states,
of goods and services in furtherance of the cooperative

agreement.
SECTION 7 RELATIONSHIP TO STATE LAW

No provision of the Agreement authorized by this Act in whole or part
invalidates or amends any provision of the law of this state. Adoption of the
Agm’ement' by -this siate d‘ees.ndt amend or modify any law of this State.
impieinéﬁtati.on of any condition of the Agreement in this state, whether
adopted before, at, or after membership of this state in the Agreement, must

be by the action of the legislature.

“SECTION'S -~ COOPERATING SOVEREIGNS =

The Agreement authorized by this Act is an accord among individual
cooperating sovereigns in furtherance of their governmental functions. The
Agreement provides a mechanism among the member states to establish and
maintain a cooperative, simplified system for the application and
administration of sales and use taxes under the duly adopted law of each

member state.
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SECTION 9 LIMITED BINDING AND BENEFICIAL EFFECT

a. The Agreement authorized by this Act binds and inures only to the
benefit of this State and the other member states. No person, other than a
member state, is an intended beneficiary of the Agreement. Any benefit to a
person other than a State is established by the law of this state and the other
member states and not by the terms of the Agreement.

b. Consistent with subsection (a), no person shall have any cause of action
or defense under the Agreement or by virtue of this state’s approval of the
Agreement. No person may challenge, in any action brought under any
provision of law, any action or inaction by any department, agency, or other
instrumentality of this state, or any political subdivision of this state on the
ground that the action or inaction is inconsistent with the Agreement.

¢. No law of this state, or the application thereof, may be declared invalid as
to any person or circumstance on the ground that the provision or application

is inconsistent with the Agreemert. -
SECTION10  SELLER AND THIRD PARTY LIABLITY

a. A Certified Service Provider is the agent of a seller, with whom the
Certified Service Provider has contracted, for the collection and remittance
of sales and use taxes. As the seller’s agent, the Certified Service Provider
is liable for sales and use tax due each member state on all sales transactions
it processes for the seller except as set out in this section.

A seller that contracts with a Certified Service Provider is not liable to the
state for sales or use tax due on transactions processed by the Certified

Service Provider unless the seller misrepresented the type of items it sells or



committed fraud. In the absence of probable cause to believe that the seller
has committed fraud or made a material misrepresentation, the seller is not
subject to audit on the transactions processed by the Certified Service
Provider. A seller is subject to audit for transactions not processed by the
Certified Service Provider. The member states acting jointly may perform a
system check of the seller and review the seller’s procedures to determine if
the Certified Service Provider’s system is functioning properly and the

extent to which the seller’s transactions are being processed by the Certified

- Service Provider.

b. A person that provides a Certified Automated System is responsible for
the proper functioning of that system and is liable to the state for

underpayments of tax attributable to errors in the functioning of the Certified

Automated System. A seller that uses a Certified Automated System

remains responsible and is liable to the state for reporting and remitting tax.

c. A seller that has a proprietary system for determining the amount of tax
di-lfeféﬁftfahszac_:'t:iéﬁs' and has signedan agreement establishing a performance
standard for that system is liable for the failure of the system to meet the

performance standard.

SECTION 11

(Possible additional basic simplifications. The concept is to create a down

payment system by including a few proactive steps that all states will have
to take to implement a streamlined system proscribed by the eventual
“Inferstate Agreement.” By adding these things to the Act, such as
Section 10, states that are not serious about simplifying to participate in

the system will be deterred from passing the model act, which will keep the
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voting members of the multistate discussions to the states that are vested in

the feasibility of product.)

EXAMPLE:

Section 11. Establishment of State Database for Determination of Sales and

Use Tax Rates

d.

The (State Taxing Authority) shall develop and maintain a
database that describes boundary changes for all taxing
Jurisdictions. The database must include a description of the
change and the effective date of the change for sales and use
ta.x pﬁrposeg.

The ' (State Taxing Authority) shall develop, provide and
maintain a database of all sales and use tax rates for all of the
Jurisdictions levying taxes within the State. For purposes of
identification of counties, cities, and parishes, the state shall

use codes corresponding to the rates as provided according to

the " Fe’efdemf”_'.Infarmd_t_z'én"__ Processing Standards (FIPS) as =

developed by the National Institute of Standards and

Technology.

The (STATE TAXING AUTHORITY) shall either:

1. Develop, provide and maintain a database that assigns each
five (5) digit and nine (9) digit zip code within the State to
the proper tax rates and jurisdictions; or

2. Develop, provide and maintain a database that is developed
pursuant to the federal Mobile Telecommunications

Sourcing Act of 2000, PL 106-252.

10
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NATIONAL CONFERENCE of STATE LECGISLATURES

The Forum for America’s Ideas

NCSL TASK FORCE
CONSIDERATION OF SSTP RECOMMENDATIONS

Option 3

Recommend that states enact at least the Uniform Sales and Use Tax
Administration Act and allow those states which are ready to go forward
with the Streamlined Sales and Use Tax Agreement to do so.

Variations of Option 3 would recommend that the states enact the Uniform
Sales and Use Tax Administration Act with amended versions of the
Streamlined Sales and Use Tax Agreement.

Pros
o This option would allow all states to begin the process of simplification as
immediately and those that could do more towards simplification are encouraged
to do so.
¢ This option anticipates that those states with a rather simple sales and use tax
collection system will be able to enact the agreement in either its present form or
an amended version while still allowing those states with more complexities in
their system to have a voice in changing the agreement.
e This option would allow the Task Force to discuss and formulate changes to
the act and/or agreement to mitigate the potential political concerns.
e Maintains the momentum currently enjoyed by the SSTP in showing Congress
and others that the states can agree on a course of action and take steps to reach
the ultimate goal of simplicity.



Option 3

Recommend that states enact at least the Uniform Sales and Use Tax
Administration Act and allow those states which are ready to go forward
with the Streamlined Sales and Use Tax Agreement to do so.

Variations of Option 3 would recommend that the states enact the Uniform
Sales and Use Tax Administration Act with amended versions of the
Streamlined Sales and Use Tax Agreement.

Page 2.

>
Q
o
w2

o By going forward with the SSTP Agreement, amended or not, the specific
terms of that agreement will be used by interest groups to defeat the entire
process, even if the agreement is amendable through a new governance structure.
¢ By keeping the present SSTP Agreement in play, it could pose difficulties for
states with more complex sales and use tax systems from being able to enact just
the model act.
o Iffive states enact the model act with all the provisions of the SSTP
Agreement, the Agreement will become a "living legal document” which would
allow those states to begin negotiations with Certified Service Providers and

* commit to contracts: ‘This action could lead to a "second class status”-for states
that have only passed the model act and may inhibit their abilities to amend the
Agreement to bring in more complex and larger states as complying members.
¢ By amending the act and/or the agreement, NCSL could be perceived as
responsible forcausing a rift between various partners in the efforts to streamline
the sales and use tax collection systems.
e Ifthe Task Force amended the act or the agreement, and the SSTP refused to
accept those changes, there would be in-essence two model bills and two
agreements in play in the states, thus causing confusion and probably increasing
the likelihood of states inaction in 2001.












NCSL Task Force Background Paper .
Compensatlon

Draft -~ Not fc;)r Dlsmbutlon

B Summary The issue of vendor s compensatlon is: crmcai to the success of the prolect

. '_'States must balance the need for strong retaﬂer support in state leg:slatures to pass the
model 1egxslatlon w;th the desxre to mmxrmze the ﬁscal nnpact of vender S compensatwn

E on staie budgets = . . L . - . L O

'-_The retaﬂ commumty wants a com_pensatmn system that achleves two ob;ecnves 1)
covering part or all of the cost of converting their. systems to new software; and 2)

ft prov1dzng ongoing compensation for ongoing administrative. burdens of complymg w;th a o

o ‘sales tax collection duty. Essentlaliy, ‘retailers want compensatmn fcar all retailers who

“have been dtmfuliy collecting taxes over the years. They argue that to pay new
R volunteers is-t0: reward the compames that have been expioatlng the Beiias Hess
- -loophole ove:fthe years L R -
; 'The pmj ect recommends paymg vo}unteers because they can pay thern from ‘new””
' *money However they are retuctant to ‘provide: compensailon for merchants that now
have nexus because of the potennal fiscal’ 1mplacaﬂons The attached chart shows that 25
states currenﬂy pay no compensatlon or.cap it at such low leveis as to-make it '
‘meaninglessto vendors, while twenty states provide meamngful compensatzon If we.
s agreed to'a minimum compensation: level fornexus sellers, these states would' hkeiy have
L arevenue 1033 in the eariy years of the pm_} ect ihat could discourage then from: entermg

: m the ea}:ly years B ) R

-We also need to be careful that any compensatlon system does. not provzde “mndfall
profits”to large retailers like Wal-Mart. ‘Wal-Mart collects about $6 billion in sales taxes
annually, soevena 1% compensa'ﬁon ievel would provxde the company w1th about $60 '

; mzll;on m compensatzon

From the retailer perspecﬁve, some retailers are nervous that a recommendation for
compensation will be lower than the rates they are getting in states like llinois (1.75%)
and wﬂl prompt 1egisiatures m generous compensahon states to reexamme thezr polzcws

The bottam I:tne for state retall assoczatlons appears to be that they need samethmg to
motivate ihelr troops to get behind the SSTP and that “someﬂnng is some type of
vendor compensation allowance in states that don’t have one.’ At the Task Force hearmg,
some legislators argued that we should only provide compensatwn to retailers that adopt
one of the technology models in the SSTP and there was generai agreement that this was
fair. -



o '-'Current Progect Recommendatlon The current pro;ect recommendatlon is somewhat =
'-"_convoluted (see Section 600 6{)6 of the agre&ment on pages 24- 25). It calls for a
temporary incentive fornew volunteers For current “nexus” sellers that come into the

- proj ect, the enly cempensanon that would be prov;ded are the vendor dlscounts currentiy :

prov;ded in state law. The Certified Service Provider (CSP) would be cornpensated ona
- per ‘{ransactlon baszs Gr on a percentage of revenue coilecied bas;s to be determlned by e
: 'contract ' e S L Dl : _

S 'Optmns
1) Endorse the progeci recemmendat}on '

2) Endorse an alternatlve w;th mlmmmn compensatlon Siaff has prepared an :
2 -.-altematwe that:contains three principles:: first, that states would pay.a temporary
* - bonus for new volunteers; second; that states would pay atemporary’ technoiogy
“conversmn bonus to all seiiers that adept one of the technalegy modeis, and third,
- that. states would be requl}:ed to pay a minimum. of 0.5% compensation a!lowance on
a gomg forward bams to aii sellers that adopt one of the technoiogy models '

3) : Bndorse ophon 2 above w1thout mlmmum cempensatlon
_'O;m{m 1 Endorse pmject recommendatwn

: "-Arguments in Support 5 BN e IR : ' :
- This. opuon balances the needs of retaxlers and states ina way that mmlmzzes state ﬁscal
- impact. “States have no: legal ebhgatlon t0 compensate retailers withnexus, and to do. 50.
" “inthe SSTP Would rehash battles that have already been’ fought in'the legzslatures _
e Bewdes, Main Street will beneﬁt from a level p}aymg field so the compensatlon issue is
" not crztlcal 1o, their support in the states. By targetmg non-nexus sellers states can get the
maxmam ameunt ef new: revenue mto the system :

-Arguments A, gamst S SR

This option prov;des no compensat;on for brxcks and mortar reiaﬁers who have
cooperated with states in developing the SSTP. and will be critical to. heipmg pass it in the
states. This vwiaies our claim to provide a level playing field. Moreover by grantlng
enhanced compensation to-non-nexus volunteers, states reward the same compames who

'_ have been explmtmg the Bellas Hess loc:ophoies aii these years -

' Gpt;on 2 Staff alternatwe wath mmxmum compensatmn reqmrement .

'Arguments in Support _ :

This alternative recognizes that to get polmcai support from retaﬂ orgamzatzons states
need to send a signal by prowdmg at Jeast minimal ‘compensation. ' We should not reward
remote sellers with enhanced compensatzon without at Jeast provzdmg something to
“bricks and mortar” stores. And by only. prov;dlng ongomg compensation after the _
temporary technology conversion mcentwes expare any fiscal impact from compensatmn }



will be two or three years down the road — after states have new money coming in
through the system. Many of the large states considering participation — including
Indiana, Michigan, Missouri, Ohio, Texas, and Wisconsin — would not be affected
because they aiready pay more than 0.5%.

Argumems A gamst

Providing minimum compensation will cause some states that do not pay vendors
‘compensation now 1o have a large fiscal note that makes passage more difficult, including
Towa, North Carolina, Minnesota, South Dakota, and Wyoming. The courts do not
require states to compensate nexus merchants for their collection costs, and states that
have chosen not to do so should not be forced to rethink these decisions.

Option 3 — Staff recommendation without mandatory compensation requirement

_ Argumenrs in Support :
This option clarifies and i 1mproves upon the pro; ect s recornmendanon by clarifying the
two types of temporary compensation to be provided: one for new volunteers, one for
technology conversion. However, this option deletes the mandatory compensation
provision that causes concerns in states that currently do not pay compensation.

Arguments Against

By deleting the mandatory compensation, we risk losing the support of state retail
federations — or at least weakening their resolve to pass the SSTP. We should not be
providing a financial reward for non-nexus sellers while providing nothing to the nexus
merchants that have been dutifully collectlng for states for decades.




Sales Tax Rates and Vendar Dzscounts

January 1 2000

STATE

o :ALABAIVEA :

s _AL'ASKA[ :

| ARIZ'OM"

o _ARKANSAS
L CALiFORNiA

g _COL__O_RADO_ ;

i .C.Omﬁbﬂw L

DELAWARE o

- FLORJDA

'-_'GEORGEA

;'-_:"HAWAii |
".;DA_HQ___ |
ILLINOIS (5)
3NDi_A_!§A (2)
IOWA
“KANSAS "

' KENTUCKY
-LQméiANA
MAiNE_.::(:Q).'
MARY;;AN-D
MASSACHUSETTS
MICHEGAN |
MINNESOTA -

SALES
TAX RATE

: _..j_4i.0% R

| RANK

- 37 o 50%20%(1)

DISCOUNT

. :5..0_%.

4625% -

60%

30%

WAW -

8 None -
: - 48 S 3 _-'3!33;%;_.:(6_) _: .. |

8 Nome

' '\ilA——- _

e
so%

6.25%

50% ..

5.0%

..4‘9@% e

6.0%
40%
'5;5%_
50%
50%
6.0%
6.5%

8 250/0 g e
e 30%4}5%(1) a

7 None

19 None {?)

6 175%
49 0%

18 . None

8 1.76%-1.0% (1

R AL R

18 None(7)

19 . 12%0.9%(1)

19 . None
8 ' 0.5%

3 - ~ 'None

MAXMIN

© $10,000/year (max)
© $1,000month (max)

830/ reﬁ@r_t '(m_a'lx) .

$5}fyear {min)



MISSISSIPPI (2)
MISSOURI

MONTANA

. NEVADA

 NEWHAMPSHIRE

© NEW JERSEY -
 NEWMEXICO
" ‘NEWYORK

NORTH CAROLINA -~
NORTHDAKOTA

oHO
" OKLAHOMA

OREGON
" PENNSYLVANIA

RHODE ISLAND
SOUTH CAROLINA
SOUTH DAKOTA
TENNESSEE
TEXAS 5

UTAH
VERMONT
VIRGINIA
WASHINGTON
WEST \_f'técslNiA
WISCONSIN
WYOMING

R 2.0%
B 2.0%

N/A

19 2.5%-05% (1)
© 3 125% -

. ',N;.’Awé _ ..

7 3E%
37 . None

9 15% -

19 . 0.75%
3B 2.25%

8 10%

1 ~ None

19 3.0%-2.0% (1)

37 : None

8 2.0%-1.15% (1)
6 0.5% (3}

33 1.5%

19 None (7)
45 4.0%-2.0% (4)
3 None

8 None

19 0.5%
37 None

$50/month (max)

$85/month (m.éx)
$255!qua_rte_f"_ {max)

$3,000/month {max)

$3,000/year (max)

$25/report (max)



DIST.OF - FRERTA S R

COLUMBIA CBTE% T '_-1._0% (3_}; $5,000/month (max)
Lln o ] ':.::_ P 28 statesal!owver;dor _
U S. M_E_DI_AN o 5.0%_”_._ C O%~ 5% (1) ~ ¢ discounts

. Source Complled by FTA from various sources. _ - : o : N
- (1).In some 'states, the vendors' discount varies by the amount pazd in AL and SC the !arger SR
- discounts apply.to the: fil rst $100. in' GA and NE, the.larger discount apphes to the first:$3,000. In
‘TN and KY, the. larger discounts appfy fo the: fffst $2,500 and $1,000, while MD applies: the'larger
'd:scount to annual coi!ectfons of $6 OOO The lower d;scoun%s appiy to the remammg coi!ect;ons
. above thése amounts. - g o :
A2 Utwtfes are.not permft‘ted to take dfscount
. {3) An‘additional discount of 1.25% in TX. - Cl ' '
""(4) Discount vanes 4% of the frrst $62 500 3% of the amounf to $208 OOO and 2% of the

. remainder.

(5)1.25% of the tax in IL.

. '(6) Vendor discount app!;es to the state taxes coiiecfed D:scounr for foca! opt:on saies fax varies

“from 0% 10 3:33%.
{7) Vendors are allowed to keep any excess coliecz‘fons prescnbed under the bracket sysfem '
. (8) The vendors discount is scheduled to increase to 1.5% on July 1, 2001 in Lows:ana

(9) Tax rate schedu!ed to decrease to 5. O% effectrve 7/1/00 . :

-staff-A;__temaﬁyef;With_-Mahdatoyy Compensation

- "6_'{_}0 _' MONETARY ALLOWANCES

This artzcle addresses the monetary allowances that are to be prcmded to those sellers that
volunteer to collect sales and use taxes in all member states in which they have no legal

obligation to collect and to those sellers that use a technology model approved by the
member states for perfonmng 1he;r sales an(i use e tax. funcnens :

602 MONETARY ALLOWANCE FOR VOLUNTARY SELLERS

The member states agree to provzde a voiunteer ai}owance to all seilers that volunteer to
coliect sales and use taxes in all member states in which they have no Iegai obligation to
do so. This volunteer allowance will be % of the sales and use taxes collected for each
state. This allowance will be paid to the seller for a period of __.years fei}owmg the
seller’s regzstratzon through the Agreemem s central registration process. A seller’s
vo}untary collection in a-state prior to registratzon shall not preciude the seller- from
receiving the volunteer allowance: States that have a general vendor allowance shall not
be required to pay the general allowance in addition to the volunteer allowance.
However, if a state has a generaf allowance that is in excess of the volunteer allowance,
the state shall be reqmred to pay the higher general aiiowance to the volunteer seller.



o Nothmg in thzs paragraph shall preclude astate from provxdlng any addatlonal allowance

‘1o voiunteer sellers. ‘If a seller establishesa legal obligation to collect sales and use taxes
in any state in which they receive the volunteer allowance, they shall not be entztled to
 the volunteer allowance after the establishment of the obligation. The volunteer
- allewance shall be funded em;rely from saies and use tax coIIectlons from voluntary
.sellere S _ : _ . _ B

e . '6{)4 MONETARY ALLOWANCE FOR ADOPTION OF TECHNOLOGY MODELS

i -_"For a perzod of years foliowmg a seller H pamelpatwn in the system, ihe member : B

.' _ " states. agree 1o provuie a technology conversion allowance to. all sellers that use-an
“approved technology model for performmg their sales and use tax functions. For Model

1 sellers, the amount of the allowance shall be determined 1hrough the contract process.
“This allowance will. be p'&id to the Cemﬁed Serwce Provider and: may be shared with.

i 'pamczpatmg sellersin amanner: specified in a Contract between the Certified Servxce NS
- Providerand the: seller. For Model 2 and Model 3. sellers, the allowance will be setby the -
. -_member states after the. estabhshment of the teclmo}ogy conversion allowance for Model
1 sellers. The teelmology conversion allowance shall be in addition to any general

- allowance that'is prov;ded by astate. Fora voluntary seller, this: allowance shall be in

- addition to the volunteer allowance. The technology. conversion allowance shall be

~funded entirely from sa]es and use tax collectlons from sellers that adopt an approved
' technology modei L . : R _

' _' '.606 MINL{MUM VENDOR’S COMPENSAT}ON
x Partaczpa‘ung states agree to prov1de a mammum vendor S compensatzon allowance of not .- -'

less than 0.5% to all sellers that use an approved tec}mology model. Any voluntary .-
collectaon allowances and technology conversion allowances are credited against thls :

o minimim vendor’s compensatlon allowance Such allowances shall be capped at

$10,000 per month per state 1n the Agreement and such cap shall be applied to each legal
entliy ﬁhng a return. : : _



NCSL Task Force Background Paper
Uniform State-Local Tax Bases & Rates

Draft — Not for Distribution

Summary: One of the most difficult issues faced by the project is the level of
simplification necessary in two important sources of complexity caused by current local
option tax systems: First, should state and Jocal govemments within a state be allowed to
have dafferent tax bases? . Second should states or local government be allowed to tax
certain items at rates different than the general sales tax rates?

The project recommendation would allow states a five-year “grandfather” provision to

- give states time to implement a single state and local tax base and to do away with any
‘special sales tax rates based upon the type of product or service, - After the grandfather
p&riod such dszerences would not be aiiowed for states in the systern

There are.a handﬁll of states w1th home rule cn‘:es Colorado I}lm{):s Alabama, and
Louisiana — where _iocal governments have very broad authority to choose a different
base from the state. There is broad agreement that such unfettered local authority
imposes enormous complexity for multi-state businesses trying to comply with sales
taxes, and that such an arrangement shouid not be ailowed under the streamlined system.

Beyond that there are a 1arger number of sta‘{es where the state and local bases differ on a
- limited number of items. For example, the state of North Carolina exempts food while all
localities in North Carolina tax food. New York allows locals to tax residential energy
‘while the state exempts it. These base chfferences on a limited number of items add
additional complexﬁy to the system, but not on the same magmtude as the states with
unfettered authority to tax or exempt any item. The project considered — but ultimately
rejected — allowing these state and local base differences, provided that all local
governments within a state have the same base. This would have allowed up to two bases
per state - a state base and a uniform local base that could differ from the state base.

The project recommendation to conform the state and local bases raises difficult political
choices in states that currently allow different state and local bases. In North Carolina,
for example, the legislature would need to vote to exempt food from local taxation
(causing large revenue losses for counties) or vote to re-impose the state tax on food (a
large state tax increase). Conversely, in a state like lowa where certain big ticket items
like construction machinery are subject to state but not local taxes, the state would either
need to exempt them from the state tax (a state revenue loss) or extend the tax to Jocal
governments (a local revenue windfall),

The second question relates to states that impose special rates ~either higher or lower
than the general sales and use tax rate ~ on certain items. For example, Missouri imposes
a special lower rate on food; Hlinois imposes a special lower rate on food and medicine;



and Tennessee nnpeses a specuai }ower rate on certam energy sources. Allowing states to
levy special rates, whether higher or lower than the generai sales tax rate, adds additional
complexity to.the system The project imtiaily Would have allowed for these special rates
on certain defined items like food, clothing, and other: products where the project had
deve}oped uniform deﬁmtions but the project. uitimaieiy decided that ~allowing such
special rates could open the door for states to: impose an unlimited number of rates based
-upon specific products Such a system would be very difficult to defend as

sxmpllﬁcatlon . There wa,s some discussion that the objective of lower rates — reducing
-the burden on certam 1tems - ceuld be accommodated ibrough reftmds or credlts

B .'T}ns is.one of the most zmportant sales tax pohcy questmns ﬁxat states will address in the
Streamhned systern The tradeoff between simplification ‘and uniformity on the one hand
and ﬂexabzlxty for state pohcymakers on the other hané couid determine the success of the
. project T : e - : .

(}ptwns

1) Endorse the current prOJect recommendatmn After the »year grandfather period,
~ “each state would have a s;ngle state 1oca1 base and prodact—spec:ﬁc rates wouid
o not be allowed o : :

2) Allow a smgle base for all local governments w1th1n a state that can be dlfferent
~* from the state base, but do not allow for specmi product—speczﬁc rates that dlffer
- from the generai saies tax rate ' .

-3 "Aliow a smgle base for all locai governments thhm a state that can be different
- “from the state base and allow for special: product-specific rates that differ from the
generai saies tax rate on spemﬁed 1tems deﬁned and approved by the pm_;ect
.'states o :

4) Requlre a smgie umform base for each state and ali 1oca1 governments in that
state. ‘Localities would have a single, genera}ly applxcable sales and use tax rate
on all items in the uniform base while states could have their generaily applicable
sales and use tax rate plus one other different rate (thls rate could be zero) on
specified items defined and approved by the project states.

Optiﬂn 1 Enderse the cnrrent progect recommendahon

Argumenrs in F avor. Proponents of umformzty as expressed by the Project’s
recommendatien argue that states need to agree to the uniform’ state and local base and
prohibitions on product spemﬁc rates for two reasons. First, Congress will need to be
convinced that states are serious about simplification before they grant an expanded duty
to collect. Some members of the business commumty will try to convince Congress that
states are not serious, eSpecm}ly if the SSTP tries to preserve state flexibility on these rate
and base issues. Second, even if the Congressional route is futile, states will try to



chailenge the lel decision before the Supreme Court A more 51mphﬁed system has a
better chance of prevazlmg :

Arguments A gamst })roponenis of more state ﬂembih’zy than allowed i in the pro;ect
recommendatlon argue that the pmJect S requxrements would make it very difficult for
some 1mportant big market states to participate in the system They argue that a'system
that only gets 1mplemented ina smaif number of states would be unlikely to meet with
Congressional or Supreme Court approval. ‘They further argue that large, national
retaliers willnot want to voiunteer fer a system that does no mclude many blg market
Sta{es ; . . . . . .

' Optwn 2 State-]ocal base dlﬂerences, no- product specnf ¢ rates

_ Arguments in Support Ailowmg umform Iacal bases that are dxfferent from the state

‘base will prowde added ﬂexxblhty in-some states’ without undermmmg the key tenets of
smphﬁcatzon Tt would provide for up.to two different bases for each state, requiring

- software to track a maximum of 90 different bases — down from the hundreds of .
_combmataons permissible now. This would still bring dramatic simplification without
: putling some: Iegasiatures through the agonizing decisions between cutting local revenue
sources or increasing taxes. This option would preserve the project’s recommendation
that produce specuﬁc rates be ehmmated another s;gmﬁcam source of mmphﬁcatwn

: Arguments A gamsl Ailowmg dlfferent state and local bases mgmﬁcant}y undermmes

- simplification and 1 imposes additional software deveiopment and processing costs on the

- _technology system. The added benefit of accommodatmg some addztlonal states is not
werth the added compiex;ty 1ntroduced mto the system : . -

Op'ti.(:sh' 3 u'S'tzi'téd{.}'c'a]'ba's_e differences; _allow_some limited product specific rates

Arguments in Support This optmn would provide maximum flexibility for states to join
the Streamlined system while preserving the major simplification thrust. Two tax bases
per state would not add sagmﬁcanﬁy to the burden on technology developers. Also, the
items are covered by a uniform definition endorsed by the pm;ect This :ﬂexzbihty would
accommodate states that have lowered the state rate on food and other products without
making them go through the pohtacaily difficult process. of either takmg away local
revenues or mcreasmg staie taxes : _

Arguments Agamsr To allew both two bases and product speczﬁc rates weuld undermine
s1mphﬁcatmn and add s;gmﬁcanﬁy to the cost.of software deveio;;men’i for the new
system. - It would undermine states’ credibility with the private sector and Congress and
could hurt our chances of overturning Quill. The process of simplification cannot be
done painlessly, and those states with complex systems will need to make some tough
sacrifices to preserve the sales tax for the future.



4) Require a single, uniform base for each state and all local governments in that
state. Localities would have a smgle, generaliy applicable sales and use tax rate on
all items in the untform base, while states could have no more than two generaily
apphcable saies and use tax rates (mc}udmg a zero rate)

Argamen{s in Favor Th:s optlon wouid 51mphfy sales and use taxes in ali states that
currently have multiple bases whlie ailowmg ﬂex1b1hty for states to have a lower rate
~(than could include zero) on certain items within the base. It would also simplify

: admamsiratzon in states that currently have product—spemﬁc rates that differ from the
generally apphcab}e rate by limiting these product»specaﬁc variations. It would reduce
political opposition : from local governments in states like North Carolina, Tlinois, and
Missouri where food is taxed at the full local rate but at a reduced (or zero) state rate.
‘Reducing poll‘acai obstacles in several key large states would facilitate broader
~participation in the system, thus adding incentives for sellers to participate in the
voluntary coliecﬁon system -and exhzbztmg a broad based solutlon for Congress '

Arguments Agamst Some affeoted segments of the mdustry wzll have concerns that once
their products are.in the base, it will be easier for states to adjust the rate (from zero) than
it would to'impose a tax if the product was not in the base By aliowmg states to have a
second, product spec:ﬁc rate, the system might encourage some states currently without
multiple rates to adopt them. This would increase complexity in those states that
currently have only a single, genoraily appI;cabIe rate. This, plus the added cost of
: deveiopmg technology capable of" accommodatmg two state rates, ‘would increase the cost
of the system and cause compames and Congress o question states’ commxtment to
“radical szmpizﬁcauon = :
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State Legislators Endorse Sales Tax
Simplification Efforts

Model legislation to be sent to the states for approval

WASHINGTON, D.C. -- State lawmakers took an important step this weekend in simplifying the
burdensome and complex system of sales and use tax collection laws, the National Conference of
State Legislatures (NCSL) said today. On Saturday, January 27, 2001, the NCSL Executive
Committee unanimously endorsed the Uniform Sales and Use Tax Administration Act and the
Streamlined Sales Tax Agreement as amended and approved by the Executive Committee's Task
Force on State and Local Taxation of Telecommunications and Electronic Commerce. The Act
and Avreement as adopted by NCSL will guide the future of state sales tax s1mp11ﬁcatzon

“The modei Iegzsiatxon and the Agreement area ma;or mﬂestone in the mmphﬁcataon of the
nation's state sales and use taxes," said California Senator and NCSL President Jim Costa. "This
act and agreement is the next step in the long process of making sales and use taxes easier and
more equitable to collect and administer for alf retailers."

States that adopt the Uniform Sales and Use Tax Administration Act and the Streamlined Sales
and Use Tax Agreement as approved by NCSL's Executive Committee will provide retailers with
a greatly simplified system of sales tax collection. Under the proposed system retailers will be
able to take advantage of simplified procedures for returns, audits and exemptions, all
administered by the state,

The model legislation and agreement are a product of NCSL's Task Force, the Streamlined Sales
Tax Project (SSTP) and other national state and local organizations. The model legislation and
agreement would simplify several aspects of state sales tax laws including base and rates, and
provide uniform sourcing rules and central registration procedures.
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Last week the Streamlined Sales Tax Project, a group of state tax administrators from 29 states
created last year through NCSL's Task Force's efforts, submitted the Uniform Sales and Use Tax
Administration Act and the Streamlined Sales Tax Agreement to NCSL for their consideration.

The NCSL Executive Committee in adopting the findings of its Task Force approved the
majority of provisions contained in the proposed SSTP Agreement with changes to sections on
governance, base and rates, definitions, bad debt and vendor compensation. The NCSL
Executive Committee praised the SSTP members for their efficient, diligent and thorough work
on the Act and Agreement.

"The Streamlined Sales Tax Project did an incredible job in a relatively short amount of time,"
said Senator Costa. "Their expertise of the sales tax system coupled with NCSL's Task Force's
recommendations should provide a solid foundation on which to continue building a simpler
sales tax system."
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Resolution to the NCSL Executive Committee
from the Special Task Force on State and Local Taxation of
Telecommunications and Electronic Commerce

The Executive Task Force on State and Local Taxation of Telecommunications and Electronic
Commerce respectfully requests the Executive Committee approval for the following:

1) Endorse the Uniform Sales and Use Tax Administration Act and the Streamlined Sales Tax
Agreement as unanimously adopted by the Task Force on January 27, 2001.

The Task Force amended as follows the Act and Agreement as adopted by the Streamlined
Sales Tax Project on January 24, 2001:

¢ Governance: The Task Force establisheéd a governing structure that would allow
states to pass either the model act as amended by the Task Force or the model act as
amended by the Task Force and the agreement as amended by the Task Force. Under
the new structure, all states that pass the model act may send up to four
representatives (one vote per state), to participate in multistate discussions to finalize
the terms of the agreement and for purposes of this resolution referred to go as

"governing states.”. Each state will have equal voting authority on changes to the

agreement until July 1, 2003. After July 1, 2003 states only passing the model act and
the agreement will have voting authority.

-+ Base/Rate: The Task Force provided additional flexibility to state and Iocai _.
' gﬂvemmems on the issue of uniform base by allowing states within a umform base to -
levy a lower rate (that rate may be zero) on food, ciothmg, eiectncﬁ} and gas, and
other items specified in the Agreement.

¢ Additional Review: The Task Force deleted the following elements of the model

agreement for further review and/or modiﬁca’uon by the governing states that pass the
model act:

a) All Umform Definitions (Including Food)

b) Uniform Bad Debt Provisions

¢) Uniform Rounding Rule

d) Limitations on caps, thresholds a.nd sales tax holidays for both state and local

governments.




Resolution to the NCSL Executive Committee
from the Special Task Force on State and Local Taxation of

Telecommunications and Electronic Commerce
PAGE 2.

¢ Vendor Compensation: The Task Force recommended leaving the existing language
for monetary allowances for certified service providers and sellers, pending the
completion of a joint public and private study of compliance costs on sellers to collect
sales tax for state and local governments under various levels of complexity. NCSL
will participate in the study with the Executive Committee’s approval. The study is
to be completed no later that July 1, 2002, and will be used by the governing states to
review the issue of vendor compensation.

* Relationship of SSTP to States: The Task Force amended the agreement to
recognize the Streamlined Sales Tax Project as an advisory group to the governing
states, and affirms that no changes adopted by the SSTP from this day forward
(January 27, 2001) will bind the governing states or the agreement.

2) Respectfully request that the NCSL Officers communicate NCSL’s appreciation to the
Streamlined Sales Tax Project for their efficient, diligent and hard work in the formulation of
the initial Act and Agreement.



Amendments
by the NCSL Task Force on States and Local Taxation of
Telecommunications and Electronic Commerce

to the Uniform Sales and Use Tax Ad’mini_st_raﬁon Act and the Streamlined
Sales and Use Tax Agreement as adopted by the Streamlined Sales Tax
Project on January 24, 2001

Amendment on Governance: APPROVED
States can pass the Act only or the Act and Agreement

When five states pass the Act and Agreement those states can enter into contracts
with vendors with the stzpulation that the contracts can only be in effect for one
year ' -

Other states that pass only the Act have until July 1, 2003 to join/pass the
Agreement.

All states will have equal voting rights except on matters on which a contract
exists between the comp]ymg states and vendors,

It wﬂi take a szmple magaorzty ef aﬂ the: states enactmg elther the Act or the Act and o
Agreement until July 1, 2003 to change the Agreement. After July 1, 2003 the
member states will dec;de the vote margm needed to change the Agreement

Each state will be allowed to appoint no more than four delegates chosen according
to state law with each state having only one vote on matters affecting the
Agreement,

Amendment on Base/Rate: APPROVED
To modify Sec. 304, 308

To allow states within a uniform base to 1evy a lower rate (that rate may be zero)
on food, clothing, electricity and gas, and other items specified in the Agreement,



Amendments
by the NCSL Task Force on States and Local Taxation of
Telecommunications and Electronic Commerce
to the Uniform Sales and Use Tax Administration Act and the Streamlined
Sales and Use Tax Agreement as adopted by the Streamlined Sales Tax
Project on January 24, 2001
Page 2.

Amendment to delete Uniform Definitions: APPROVED
Remove Section 312 (all paragraphs) from the Agreement.

Amendment to delete -S__eé_tion 308 (a) (5): APPROVED
Removes language on a uniform rounding rule for sales tax rates.

Amendment to delete Section 308 (a) (3-6): APPROVED
Removes all references to elimination of caps and thresholds and language
prohibiting multiple state rates.

Amendment to delete Section 308 (b) (1-2): APPROVED
Removes all references to elimination of caps and thresholds and language
o proh1b1tmg muitlpie local rates -

Amendment to delete Sectwn 308 .(g); APPROVEI)
Removes language establishing restrictions on sales tax holidays.

Amendment to delete Section 318: APPROVED
Removes the entire section ‘with regard to uniform procedures for deductions for
bad debt.

Amendment to delete Section 310: . WITHDRAWN

Would have removed language with regard to uniform sourcing,
Amendment to delete Article 6: WITHDRAWN
And add language to:

Recommendation to NCSL Executive Committee that NCSL should
participate in a study with the private sector and other governmental entities
to determine the collection costs under the current system and a simplified
system.
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Project on January 24, 2001
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Amendment to add the following to Article VI:: APPROVED

NCSL will participate in a joint public and private sector study of compliance costs
on sellers to collect sales and use taxes for state and local governments under
various levels of complexity. The study is to be completed no later than July I,
2002, and will be used by the states passing the Act or the Act and Agreement to

- teview the issue of vendor compensation.”

Amend Article 7 Section 714 (Governance): . . - APPROVED

Change the relationship of the Streamlined Sales Tax Project to an advisory role to
the states passing either the Act or the Act and the Agreement as of January 27,
2001. Nothing that the SSTP changes from January 27, 2001 forward will be
binding either on the Agreement or the states passing the Act or the Act and the

Agreement.

. Motion to adopt the Uniform Sales and Use Tax Administration Actand the e
~ Streamlined Sales Tax Agreement of Januaty 24, 2001, as amended by the NCSL,

task Force on State and Local Taxation of Telecommunications and Electronic
Commerce on January 27, 2001.
APPROVED UNANIMOUSLY

Motion: Title to read: 'APPROVED UNANIMOUSLY

Upon approval of the Task Force's recommendation to the Executive Committee,
both the model act and the agreement will be referred to as Uniform Sales and Use
Tax Administration Act and the Streamlined Sales Tax Agreement of January 24,
2001, as amended by the NCSL Executive Committee on J anuary 27, 2001.

Motion: APPROVED UNANIMOUSLY
Respectfully request that the NCSL Officers communicate the appreciation of the
Task Force and NCSL to the Streamlined Sales Tax Project participants.



